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Preface
This MAS practice aid is one in a series devoted to the kinds of
management advisory services most often provided to a CPA’s small
business clients. Even though the same services may also be provided
to large clients, practitioners’ experience indicates that providing advice
and assistance to small, closely held businesses often differs from similar
engagements with larger clients. Small businesses frequently do not
have or do not need the breadth of financial and accounting expertise
present in larger businesses. Hence, the nature and depth of the data
gathering and analysis to be done by the practitioner in services provided
to small and large businesses may differ. Most important, the personal
plans, finances, and desires of the small business owner may have a
significant impact on current and future operations of a small business,
and the practitioner must take them into consideration when providing
advice and assistance.
The material in this and other MAS practice aids is intended only to
inform and assist the MAS practitioner; it should not be interpreted as
establishing standards or preferred practices that must be adhered to
under AICPA rules and regulations. The standards of MAS practice are
set forth in the Statements on Standards for Management Advisory
Services issued by the AICPA. However, since the services described
in this series of practice aids are management advisory services,
practitioners should apply MAS practice standards, as appropriate, in
providing them. While the material is presented in the form of an MAS
engagement, the information it contains would also be useful to a
practitioner in an MAS consultation on the subject.

Contents
Engagement Considerations...................................................................... 1
Purpose and Definitions.......................................................................
1
Illustrative Engagement Approach.................................................... 2
Client E valuation................................................................................. 2
Engagement Understanding.............................................................. 3
Preliminary Survey and Initial Judgments ...................................... 4
Gathering Essential Inform ation.............................................................. 4
Client Plans and Reasons for Seeking Funds................................. 5
Business Ownership, Finances, Operations, and Personnel........ 5
Industry D a ta ....................................................................................... 7
Analysis of Information and Determination of Funding Objectives . . . 8
Business Planning............................................................................... 8
Agreement on Funding O bjective s.................................................. 8
Analysis and Development of the Funding P lan............................. 9
Financial Projection................................................................................... 10
Projecting Cash F lo w .......................................................................... 11
Long-Range Cash Flow Projection .................................................. 12
Evaluating Financing Methods and Funding S ources.......................... 12
Methods of Financing Through Equity Exchange............................ 13
Methods of Financing Through D ebt................................................. 15
Sources of Funding.............................................................................. 15
Factors Affecting the Selection of a Financing Method................. 18
Establishing Method and Source P references............................... 19
Preparation of the Funding Proposal P ackage.......................................24
Identifying Information for Inclusion.................................................... 24
Preparing the Package for Submission .............................................25
Concluding the Engagement ....................................................................26
Appendix A— External Sources of Funds .......................................... 27
Appendix B—Atlas Manufacturing Corporation Case S tu d y ................36
Bibliography................................................................................................57

Engagement Considerations
Practitioners are often called upon to provide advice and assistance to
small business clients who need funds to continue or expand their
operations. For many businesses, the timely influx of capital will mean
the difference between survival and bankruptcy or between stagnation
and growth.
A practitioner may be requested to assist a client in locating sources
of funds or to assist in preparing data for lenders or investors. Such
assistance may be limited to responding informally to a question based
on the practitioner’s knowledge of current financial conditions and the
client’s situation, or it may involve an engagement requiring considerable
research and effort, including assistance in preparing the necessary
documents and meeting with potential lenders or investors. The extent
and nature of the practitioner’s work will depend on the capabilities of
the client and the circumstances.
In an engagement, the client would be involved throughout the project,
providing essential data and deciding on courses of action. The com
pleted documents would clearly be the representations of management,
not of the practitioner or his firm.

Purpose and Definitions
The purpose of this practice aid is to provide information for practitioners
who will assist clients in obtaining funds from external sources. Certain
considerations are pertinent to the development and use of this practice
aid.
• This document should not be interpreted as setting standard or
preferred approaches to providing this kind of assistance.
• Many of the activities discussed herein would not have to be performed
in each case, since a practitioner will already have varying degrees
of knowledge about the client and about prospective lenders and
investors.
• This document does not discuss the practitioner’s efforts to generate
funds through changes in the client’s operations or investments. It
assumes that the practitioner has taken into consideration the internal
means of reducing the need for external funding.
Throughout this document, certain terms are used as defined below.
client. An organization or individual that currently retains, or wishes to
engage, the practitioner.
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funds. Financial resources available for immediate or future use in the
client’s operations.
investor. Any institution, individual, or organization that provides funds in
return for participation as an owner. Such funds are not generally subject
to repayment, except through sale, redemption, or liquidation.
lender. Any institution, individual, or organization that provides funds that
must be repaid.
practitioner. An individual (or firm) in public accounting practice.

Illustrative Engagement Approach
The steps performed in an MAS engagement to assist a client in obtaining
funds may include the following:
1.
2.
3.
4.
5.
6.
7.

Acceptance of the client (client evaluation)
Reaching an engagement understanding
Preliminary survey
Initial judgments on approach to funding
Information gathering
Analysis and development of proposed funding plan
Evaluation and client selection of financing method and funding
source
8. Funding proposal preparation assistance
9. Conclusion
The extent of effort expended on each step may vary, depending on
the variables in the engagement, such as prior client contact and the
amount of funds sought. A brief discussion of the first four steps of the
engagement follows; the remaining steps are discussed in subsequent
chapters.

Client Evaluation
In order to determine whether to undertake an engagement, a practitioner
may wish to review the circumstances surrounding a new client’s request.
Initial discussions might seek to develop the following pertinent infor
mation:
Had the prospective client previously engaged another accountant, and
if so, why is he seeking another one?
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Who referred the prospective client?
With whom does the client bank?
What law firm does the client use?
How long has the client been in business?
Were there any earlier business ventures, and if so, what were their
results?
What is the nature of the current business?
What is the financial history of the current business?
Who are the owners/partners?
Does the management team have the experience or education likely to
make the business a successful one?
Is the prospective client seeking to establish a continuing relationship
with the practitioner or asking for one-time-only assistance?
In deciding whether to accept the new client, the practitioner may be
guided by the following additional considerations:
• Would acceptance of the client be in keeping with professional
standards and with the practitioner’s policies?
• Does it appear that the practitioner will be able to assist the client in
obtaining funds?
The answers to these questions, regarding both prospective and
existing clients, are important.
Engagement Understanding
Assuming the practitioner agrees to assist the client in obtaining funds,
the next step is for the parties to reach an understanding regarding the
services to be performed and the objectives and scope of the engage
ment. It should be understood from the outset that the practitioner does
not guarantee that assistance will result in obtaining funds (see SSMAS
1) and that the practitioner’s fee is not to be contingent upon the outcome
(see rule 302 in the AICPA Rules of Conduct).
Establishing the scope of the engagement is an important step. The
practitioner’s involvement in engagements of this type may vary. It may
include assisting the client to select potential sources of funds and to
prepare any required information, such as a business plan, projections,
a loan package, or government forms. It may also be limited to one of
those two tasks, or it may include additional work, such as the audit,
review, or compilation of current financial statements or a review or
compilation of prospective financial statements. The practitioner might
also accompany the client to interviews with potential sources to answer
questions about the financial data. Matters that relate exclusively to a
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CPA’s report on current and prospective financial statements are not
treated extensively in this document; however, many engagements of
this type may involve such services as well as management advisory
services.
Preliminary Survey and Initial Judgments
A preliminary survey can narrow the choice of financing methods and
funding sources by eliminating clearly inappropriate ones. The practitioner
often will use his prior knowledge and experience to make some initial
judgments about probable financing methods and funding sources during
the preliminary survey (see chapter 6 and Appendix A). The steps
outlined in the following pages help determine whether those initial
judgments are appropriate or will require revision.
The practitioner’s inquiries to the client in the preliminary survey
generally concern the following matters:
1. What amount (initial estimate) will be needed?
2. How long will the funds be needed, and if they will be repaid, how
would repayment be accomplished?
3. How soon will the funds be needed?
4. Can the client provide potential funding sources with collateral?
5. What is the intended use of the proceeds?
6. Would funding through equity or debt methods be preferable?
7. What repayment program might be desirable and feasible if the debt
method is chosen?
At this time the practitioner would consider (1) what funding sources
are likely to be available to the client and (2) what the cost of funds from
each of the available sources would be.
Based on this information, the practitioner would make initial judgments
concerning an approach to achieving the engagement objectives and
would develop an appropriate work program. The following chapters
discuss possible steps in the process of assisting a client to develop
and document a funding plan and a funding proposal package.

Gathering Essential Information
When assisting a small business client in obtaining funds, a practitioner
would gather information in sufficient detail to—
• Identify potential client weaknesses that may require reconsideration

4

of the practitioner’s initial judgments concerning the probable funding
approach.
• Identify strengths that the client may emphasize in material for
presentation to potential sources of funds.
• Corroborate preliminary survey data and confirm the understanding
of the engagement.
The information to be gathered falls into three major categories:
1. Information concerning the client’s plans, goals and objectives, and
reasons for seeking funds
2. Data on the business's ownership, finances, history, operations, and
personnel
3. Industry data
Client Plans and Reasons for Seeking Funds
The client’s plans, goals, objectives, and reasons for requiring additional
funds may affect the practitioner's approach. Such information will be an
important consideration to a potential lender or investor. For example,
the client may be planning to expand his current business, diversify, or
acquire another business. In addition, the personal goals and objectives
of the owner of the business might influence the choice among alternative
approaches to securing funds.
Five basic reasons a small business might need funds are—
1.
2.
3.
4.
5.

Business start-up (the client is not currently in business).
Working capital (medium- to long-term need).
Seasonal peaks (short-term need).
Equipment or facilities acquisition (capital improvement).
Expansion (sustained growth).

The reasons why a client needs funds often suggest the kind of lender
or investor that might be most appropriate to solicit. For example, there
are funding sources that specialize in providing venture capital for new
businesses. The care the practitioner takes to assist the client in
determining and presenting the plans and reasons for seeking funds
may influence whether the client’s application is acted upon favorably
and on acceptable terms. The information provided to the lender or
investor will enable him to focus on how funds are to be used and on
the ability of the client to repay the loan under various conditions.
Business Ownership, Finances, Operations, and Personnel
The practitioner gathers data on the business’s ownership, finances,
operations, and personnel primarily through interviews and conferences
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with client management and personnel and through a perusal of business
records. During this phase, the practitioner should be alert to recent
major changes or nonrecurring transactions that may not otherwise be
apparent and that need to be fully described in the funding proposal
package. Other sources of information might include the client’s attorney
and banker, predecessor accountants, credit reporting agencies, and
the practitioner’s files.
Ownership Data

It is important to determine the current ownership of the business in
order to supply necessary information to lenders or investors and to
consider whether those owners could be potential sources of additional
funds. The practitioner may examine any partnership agreements, the
stock ledger (to determine current holders and the number of shares
outstanding), stock option plans, existing buy/sell agreements, and
agreements with major nonownership interests (heirs, creditors, principal
suppliers, principal customers, and so on).
Financial Data

Much of the information needed by the practitioner can often be deter
mined from prior financial statements (three to five years), existing debt
or equity restrictions or covenants, existing budgets and cash projections,
internal management reports, income tax returns, the latest interim
financial statements, backlog data (orders, production, and purchase
backorders), and financial projections.
Financial forecasts or projections (prospective financial information)
help the practitioner to evaluate his initial judgments. If the client does
not have the prospective financial information available, the practitioner
may assist in developing it. This data would be used later as a basis for
the prospective financial information that often is part of the funding
proposal package.
Operations Data

Certain information about a business’s operations helps the practitioner
to assist the client in determining immediate financial needs and to assist
in preparing material for lenders or investors. The practitioner generally
considers the type of products or services that are sold, industry position
and any unique circumstances, the market for the products or services,
the trading cycle, competition, the company’s facilities, and inventory
turnover. He also considers productivity reports and gross profit ratios
for the past three to five years, as well as major changes in overhead
expenses, future products and markets, and any expansion plans.

6

Management and Key Personnel Data

Information on the background, education, experience, and capabilities
of client personnel would help a potential funding source to evaluate
both the ability of the enterprise to meet its obligations and its potential
for growth and success. Especially in a new venture, personnel experience
weighs heavily because of the absence of data about an on-going
business. If resumes of owners, executives, and other key management
personnel are not available, the practitioner may encourage their prep
aration so that the client can submit the information to potential sources
of funds.
Industry Data
Knowledge of pertinent business ratios, including operating ratios and
balance sheet ratios, can enable the practitioner to provide the client
with an insight into certain strengths and weaknesses that may interest
potential sources of funds. Sources for these ratios include Dun &
Bradstreet, Robert Morris Associates, Accounting Corporation of America,
National Cash Register Company, Bank of America, and various trade
associations. The U.S. Small Business Administration publishes a booklet
on the subject entitled Ratio Analysis for Small Business. It suggests that
the following ten ratios are significant for small business purposes:
Current assets to current liabilities
Current liabilities to tangible net worth
Net sales to tangible net worth
Net sales to working capital
Net profits to tangible net worth
Average collection period of receivables
Net sales to inventory
Net fixed assets to tangible net worth
Total debt to tangible net worth
Net profit on net sales
Ratios for these and other relationships for specific industries are
available from some of the sources mentioned above.
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Analysis of Information and
Determination of Funding Objectives
Once the essential information has been gathered, the development of
the final funding plan enters a third phase. The practitioner now carefully
analyzes the client’s goals and objectives, the need for funds, and the
methods and costs involved in obtaining those funds. This analysis
enables the practitioner to make recommendations concerning these
matters and to assist the client in preparing information for presentation
to potential lenders or investors.
Business Planning
An engagement to help a small business obtain funds provides a unique
opportunity for the practitioner to introduce a client to the values of
financial planning. In any engagement, financial planning is tailored to
the individual situation. For the small business client, such planning is
most effective when related to the owner’s tax and financial situation as
well as purely business considerations.
In addition to detailed financial plans, this type of engagement
generally entails preparation of a business plan. A lender or investor will
want to know not only the business’s finances but also its nature, history,
and prospects. The judgments that will be made about the applicant’s
ability to realize those prospects will depend, in large part, on the
business plans and strategies the client expects to implement. It would
support the specific amount requested by describing plans that would
result in its effective utilization.
The business plan provides a foundation for the determination of
funding objectives. It would also be included in the portion of the funding
package that deals with business goals, management plans, market
analyses and strategy, and other factors pertinent to the business and
future operations. Since client personnel usually know most about these
areas and stand to benefit from the effort, they usually would be primarily
responsible for developing these materials, with the practitioner’s assist
ance. The practitioner then studies the business plan and advises the
client if he has questions about its completeness, feasibility, or compat
ibility with the detailed financial plans.
Agreement on Funding Objectives
The plans and other data that have been gathered enable the client and
the practitioner to determine a tentative course of action. Initially, the
client and the practitioner need to agree on the following matters:
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Why will additional funds be needed?
How much will be needed?
When will the funds be needed?
For how long will the funds be needed?
Another matter to be decided before the engagement proceeds is
whether borrowing is preferable to an equity approach. If so, other
questions arise:
Is borrowing feasible?
How can the client best repay the loan?
How can the client best cover the costs of borrowing the needed
amounts?
Which potential lenders are best suited to the client?
In recent times, funds have often been available only at high interest
rates, which might make the loan ill advised for the client. Consideration
of the impact of borrowing on future client operations is important when
trying to identify the funding approach; this includes financing methods,
sources and amounts of funds, and timing.
If an equity approach appears preferable to borrowing, the following
questions arise:
Is the equity approach feasible?
Is a private source or a public source desirable?
How much of the company’s equity are present owners willing to
relinquish?
What potential sources are available?
If a public source is preferable, can regulatory requirements (practitioner
independence and federal and state securities regulations) be satisfied?
Client decisions on the amount to be requested, the financing method,
the funding source, and the repayment schedule are needed before the
practitioner can proceed with the engagement.
Analysis and Development of the Funding Plan
The practitioner would now analyze the information and re-evaluate his
preliminary judgments in light of any new findings. If the initial judgments
are proved invalid, the practitioner may have to revise his approach and
work plan.
The practitioner then develops a proposed funding plan, which
identifies the preferred method of financing (equity or debt, and what
type) and a preferred source of funding (bank, commercial finance
company, private party, insurance company, government agency, and
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so on). It would also identify the preferred borrowing schedule and pay
back schedule for a loan and an approximate maximum loan cost
(interest).
Later sections of this practice aid discuss procedures relating to the
development of a proposed funding plan. Preparation of prospective
financial information is discussed next; various potential financing meth
ods and funding sources are discussed in the subsequent section. Once
the final funding plan is determined, the work on preparing the funding
proposal package may proceed.

Financial Projection
Financial projection is the method by which the practitioner can help a
client determine its precise funding requirements and the schedule on
which the funds should be obtained and repaid.1 As part of a funding
proposal package, prospective financial information shows lenders how
the company expects to grow financially and how it would repay a short
term loan; thus, prospective financial information can be instrumental in
enabling a small business to obtain funds. Such information is also the
foundation upon which long-range projections (two to five years) are
built.
In working with a small business client over a period of time, a
practitioner may well have recommended financial projection on a regular
basis. If he has, he will need only the results of a current projection to
further the process of assisting the client in obtaining funds. However,
the practitioner may find it necessary to help a new client perform initial
financial projections.
Financial projection will—
• Identify, in advance, the need to obtain funds from outside sources.
• Indicate the amount required.
• Indicate whether capital expenditures are necessary to support
increased sales volume.
• Project the period for which additional funds are needed.
• Facilitate planning for the investment of idle funds.
• Facilitate planning for funds required for operations, profits from
operations, taxes, dividends, debt obligations, owner/manager com
pensation, and other cash requirements.1
1. The term financial projection is used in this chapter to mean the development of
prospective financial data. Such data may be presented as a financial forecast or a financial
projection, as defined in various AICPA publications.
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Projecting Cash Flow
A cash flow projection indicates the client’s receipts and disbursements.
It the client already has developed an operating budget, much of the
needed data may be readily available. If not, the practitioner may have
to provide additional assistance in estimating sales and estimating cash
receipts and disbursements.
Estimating Sales

In order to effectively help a client estimate sales, the practitioner needs
to understand the client and the client’s business and industry and have
an awareness of general business conditions and other significant factors
that might affect sales. In general, the sales estimating process might
involve the following tasks:
• Categorizing the client’s products into groups of items for which sales
generally follow similar patterns
• Relating each group of items to factors affecting sales and determining
which factors might call for further investigation
• Interviewing management and appropriate personnel to gather data
and to establish the assumptions on which the sales estimate will be
based (no scarcity of raw materials, no strike, sufficient productive
capacity, and so on)
In developing a sales estimate, the practitioner might analyze prior
periods or prepare a synthesis of management and personnel estimates
or prepare a synthesis of estimates from major distributors and retail
sales outlets or apply statistical methods or mathematical models. Since
none of these methods will produce infallible results, the use of more
than one method may help in evaluating the reasonableness of sales
estimates.
Estimating Cash Receipts and Disbursements

The first step in estimating cash receipts and disbursements is to develop
the projected income statement from estimates of sales, cost of sales,
expenses, and other factors affecting net income. Much of the required
information for this statement may already be available from the client’s
financial planning reports and budget; if not, it can be prepared with the
practitioner’s assistance. The sales estimate, showing the potential
revenues from sales, is the product of projected sales volume (in units)
and assumed sales prices; it is usually the most important piece of
information. Cost-of-sales estimates can be developed using estimated
sales and historical cost-of-sales percentages adjusted for changes in
applicable cost components. Expenses can usually be estimated based
on projected sales volume and prior experience adjusted for inflation.
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Once the projected income statement has been developed, estimated
cash receipts and disbursements can be determined by adjusting
estimated sales, cost of sales, and expenses for uncollected and unpaid
items. Cash receipts can be estimated by adjusting estimated sales for
anticipated changes in accounts receivable balances (collections related
to charge sales). Cash disbursements can be estimated by adding
purchases (cost of sales adjusted by changes in inventory levels) and
expenses and adjusting the total for anticipated changes in accounts
payable balances and accrued expenses. Other income and expense
items not generating or requiring cash would be adjusted similarly.
The cash flow projection results from applying these adjustments to
the projected statement of income. This statement may resemble a
statement of changes in financial position and may reflect changes in
either cash or working capital.
Long-Range Cash Flow Projection
Short-term financial projections usually involve a normal one-year busi
ness cycle; however, if expansion or diversification is a client’s objective,
funding requirements go beyond the one-year period. If long-term funding
is sought, a cash flow projection covering the funding period is used. It
normally contains less detail than one prepared for short-term purposes.

Evaluating Financing Methods and
Funding Sources
In an engagement to assist a small business client in obtaining funds,
the practitioner’s major task generally involves helping the client to
prepare data for presentation to the potential funding source. Equally
important tasks, however, are assisting the client (a) to select an
appropriate financing method and funding source and (b) to initiate the
client’s decision. The client may request such assistance when the
simplest method and source (a loan from the client’s bank) is either not
readily available or not appropriate in the current situation. This section
discusses alternative financing methods and funding sources.
Financing methods and funding sources are sometimes difficult to
separate. For example, in partnership formation the new partner is the
only source of funds. On the other hand, a loan may involve numerous
sources (banks, government agencies, friends, relatives, pension funds,
and so on), and numerous varieties as well (secured loans, long-term
loans, noncollateralized loans, and so on). Major methods of financing
and sources of funding are described in the following pages.
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Methods of Financing Through Equity Exchange
Proprietorship

The simplest method of financing is an exchange of personal equity for
proprietorship capital. The practitioner assisting in the obtaining of funds
for a proprietorship should evaluate the proprietor’s personal equity to
determine how much of it can be pledged or exchanged for funds
(through, for example, a second mortgage on real estate or personal
loans).
Partnership Formation

This is a basic method for bringing equity into a business. The new
partner purchases equity, which provides capital to the business orga
nization. Tax results vary, depending on whether the partnership gains
new equity or a new partner buys equity from the old partner. Elections
must be made, and different tax results can arise, if the new partner
contributes assets other than funds (for example, appreciated assets) to
the partnership in return for an ownership interest.
In certain tax situations involving passive income, a limited partnership
may be necessary. The prospective investors may want the tax benefits
of losses or investment credit pass throughs in order to reduce their
personal income taxes, but they may be unwilling to expose themselves
to the obligations of general partners. Without these personal tax benefits,
it may be impossible, impractical, or simply too costly to raise money.
Caution must be exercised to ensure that the organization is in
compliance with legal and tax provisions so that the entity is recognized
for tax purposes as a partnership and not an association taxable as a
corporation. A partnership (or joint venture) may be preferable to a
corporation when the organization’s or project’s economic life is expected
to be short (three full years or less); the partnership form avoids the
problems of the collapsible corporation.2
Tax Option Corporations

An intermediate form between a partnership and a corporation is the socalled subchapter S corporation, a corporation that elects to have its
income taxed to its stockholders. If the entity is eligible for this status, it
enjoys many of the tax benefits of a partnership and many of the legal
advantages and liability safeguards of a corporation.
Since a high proportion of passive income (rents, dividends, and
interest) may disqualify a subchapter S election, the election would
2. A corporation is considered collapsible when it is formed for a purpose and subsequently
liquidated. If a corporation is held to be collapsible, any gain on liquidation is held to be
ordinary income, not capital gains.
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generally be most useful as a vehicle for funding manufacturing, retailing,
and other operating companies. The investor may benefit from pass
through of investment tax credits and any operating losses (to the extent
of tax basis) that may be expected in the initial years of the corporation,
as well as any advantages in choosing a short fiscal year. Further, with
proper planning, the subchapter S election may be terminated to prevent
income from being taxed directly to the individual investor in future
profitable years.
Corporations electing under subchapter S are subject to special
federal tax provisions that must be observed to avoid unintended results.
A thorough discussion of these provisions is beyond the scope of this
practice aid, but they need to be fully understood by the practitioner and
client. Since not all states recognize subchapter S status under corporate
income tax provisions, the practitioner should be aware of any local
provisions that may reduce or offset the potential benefits under the
federal provisions.
Corporate Organization

Many businesses are organized as corporations rather than as partner
ships or proprietorships, since a major benefit of the corporate form is
the protection of stockholders from liability beyond their investment and
from losses sustained by the corporation. Also, a corporation is clearly
a separate legal entity. The rights, legal liabilities, and responsibilities of
stockholders are more easily understood than the rights, legal liabilities,
and responsibilities of general and limited partners.
Corporations normally have perpetual life, and ownership interests
are easily transferable. (Of course, agreements may be drawn to restrict
sale or disposition to outsiders without first offering the stock to parties
named in the agreement.) A limited partner normally has no right to a
voice in management and may have a difficult time removing incompetent
or dishonest general partners; however, a majority of the votes of the
shares issued usually controls a corporation.
Practitioner awareness of any applicable federal and state securities
regulations, including so-called blue sky rules and restrictions regarding
numbers of investors, is desirable before any recommendations are made
for raising funds through equity exchange. Knowledge of the rules
covering issuance of small business stock under section 1244 of the
Internal Revenue Code and the related potential tax advantages is also
desirable.
Employee stock ownership plans (ESOPs) are designed to permit
employees to purchase all or part of the stock of their employer
corporation. Such plans can be useful in raising necessary funds under
certain circumstances. However, knowledge of the related income tax
provisions is essential before their use can be recommended.
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Methods of Financing Through Debt
Once a small business has met its original capital needs, loans become
the most common method of securing further funds. The common varieties
are secured loans, unsecured loans, lines of credit, and bonds.
Secured loans are those for which the borrower pledges collateral.
This gives the lender two methods of securing loan repayment: the cash
flow of the borrower and the liquidation value of the collateral. The
collateral for a secured loan might be stocks or other securities, real
estate, machinery and equipment, inventories, accounts receivables,
cash value of life insurance, personal property, or guarantees.3 A lender
can also secure repayment through a lien, which is a claim against the
pledged property.
Unsecured loans are those for which assets have not been pledged.
Lines of credit are agreements by commercial banks to lend a
specified maximum amount during a given period. Usually, there is no
collateral required for a line of credit, which is, in effect, a promise to
make a loan. If the bank guarantees payment to a third party, it issues
a letter of credit.
Bonds and debentures are securities that formally evidence a debt
of a specific amount, for a specific period of time, at a set rate of interest.
Bonds and debentures are similar to promissory notes, but they are
normally negotiable and are issued in standard denominations. Although
bonds and debentures are similar, debentures, unlike bonds, are normally
not secured by specific property, and they may be subordinated to the
claims of other creditors.
Sources of Funding
Small business funding sources may be grouped into three major
categories: private sources, lending institutions, and government or
government-sponsored agencies. Each of these categories is discussed
below.
Private Sources of Funds

Just about any individual or organization may be a potential lender. Some
of the common private sources are relatives, friends, employees, stock
holders, suppliers, and customers.
All these private sources generally base their willingness to provide
funds on trust that the loan will be repaid, the profit motive, or a desire
3. Often, collateral financing of property, plant, and equipment acquisitions takes the legal
form of leases. Existing property, plant, and equipment may be used to secure funds
through a sale-leaseback transaction. Such arrangements are substantially the same as
secured loans.
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to keep a mutually advantageous business or socially appropriate
relationship from changing.
Private sources may produce needed funds in circumstances in which
other lenders would not. However, the relationships with private lenders
can often involve difficulties in addition to those usually associated with
lending institutions because personal concerns or nonbusiness consid
erations often play a role in the lending and repayment processes. The
personal relationships involved in securing loans from private sources
may be one reason why a small business would not overlook this source
for funds, but they may also be a reason for turning to such sources only
when it is clear that the funds will not be readily available through any
other means, at the time they are needed or at a cost that is manageable.
Lending Institutions

Lending institutions are in business to lend money. They include banks
(commercial, savings, savings and loan, industrial), finance companies,
factoring companies, commercial paper houses, insurance companies,
investment bankers, investment companies, leasing companies, pension
funds, real estate investment trusts (REITs), mortgage companies, trust
companies, venture capital companies, and foundations. Each lending
institution will differ in the degree of risk it is willing to take and the rate
of return it is willing to accept for a projected degree of risk.
Government or Government-Sponsored Agencies

Federal, state, and city governments sometimes serve as lenders through
various agencies or organizations developed to provide assistance to
specific groups, such as small businesses and minority-owned busi
nesses. Some of the organizations are—
•
•
•
•
•

The U.S. Small Business Administration (SBA)
Small business investment companies (SBICs)
Industrial development agencies and industrial revenue agencies
State and local development organizations
Minority enterprise small business investment companies (MESBICs)

In addition, there are a variety of lending programs through federal and
state agencies or organizations that deal with housing, agriculture,
exports/imports, commerce, and so on. Government lending programs
often have extensive requirements regarding qualification and repayment.
An important source of capital for small businesses is the U.S. Small
Business Administration, which provides both direct and indirect funds.
Direct funds can be loaned directly to a client; the loans are made at
lower-than-normal interest rates and are highly desirable if such funds
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are available. Frequently, direct loans have been available only to
members of minority groups, including females.
The SBA also administers a guarantee program, under which funds
are widely available. Instead of issuing funds directly, the SBA guarantees
a lender against loss. Lenders are usually banks, but recently other
institutions (finance companies and even stockbrokers) have entered the
business. Certain banks are participating banks and may even have
authority to approve SBA guaranteed loans without first having to submit
all the forms to the SBA and waiting for approval. An SBA guaranteed
loan can be obtained from one of these participating banks in as short
a time as two weeks, although a month is a more realistic waiting period.
A list of these participating banks can be obtained from any local SBA
office.
The maximum guarantee for an SBA loan is 90 percent of the loan
proceeds. The SBA usually requires personal guarantees to it as well as
to the participating bank.
The lender loans the money to the small business at an interest rate
related to prime. Dollar and time limits for such loans are established
from time to time.
The borrower must complete a set of prescribed forms. These forms
are no more complicated than the average corporate tax return and
should not prove onerous to the practitioner. The SBA approves the rate
at which the CPA will be paid for completing the forms and participating
in loan negotiations; consequently, the CPA should carefully exclude
time that is not related to completion of the forms— time used for the
preparation of financial statements and budgets— and should accurately
document the time that he spends.
Small business investment companies are allowed ordinary income
tax deductions on losses from investments in small business firms. Small
business investment companies typically lend to other small businesses
by buying their convertible debentures. Once this was a very popular
method of raising money, but it has fallen into disuse because fewer
funds are available through SBICs and the guaranteed loan program of
the SBA has been expanded. A list of the SBICs in an area can be
obtained from the SBA.
At present, one of the most popular methods of raising money for a
facility or equipment is through industrial revenue bonds issued by the
economic development authority in a state or locality. States and localities
may issue tax-free bonds in order to gain or maintain jobs. The borrower
arranges for a lender (frequently a bank but perhaps a private lender)
to take the mortgage or the lien on the equipment or building to be
acquired. The state or other municipality then sells the tax-exempt bonds
to this lender. The funds are to be used only for acquiring the building
or equipment.
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Such bonds are revenue bonds; as such, their repayment is not the
responsibility of the state or local government. Only the underlying assets
and rentals charged for their use will be used to retire the bonds.
A lender may be interested in such an arrangement, since interest
paid by a state or local government is exempt from federal taxes. The
advantage to the borrower is that the interest rate is usually 65 to 75
percent of prime rather than one to three points over prime. The state
and local governments use this program to gain additional employment
and tax base or to maintain jobs that might be lost if the plant were to
move or close.
There are other government programs available to small businesses
seeking funds. One such program, administered through the Department
of Commerce, deals with companies that have been unfairly hurt by
international competitors. Another program, administered through the
Farmers Home Administration, makes direct funds and guaranteed loans
available to businesses located in designated rural areas. Practitioners
may find it useful to contact an economic development authority in their
area to request information about other government programs that might
be available to clients.
Minority enterprise small business investment companies are de
signed primarily to permit an equity form of investment in small, minority
businesses. MESBICs are generally restricted to owning less than 50
percent of the outstanding stock of the corporation. As the business
begins to grow and prosper, MESBICs may sell their stock back to the
corporation over a specified period of time while continuing to have a
voice in the operations of the corporation.
MESBICs are created through a combination of federal and private
funds, and they can make investments up to a limited amount, based
upon their resources. They may also make loans outright, depending on
the amount and the nature of the enterprise’s ownership.
Factors Affecting the Selection of a Financing Method
A major financing method decision the client must make is whether to
include the exchange of equity for funds in the inventory of possible
financing approaches. Unlike the incurring of debt, exchange of equity
will reduce or dilute the current owner’s control over the future of the
company (unless the transaction involves existing owners). Exchanging
equity for funds generally increases the number of owners who will share
in the equity value of the entity and who might wish to have a voice in
management. However, the equity method of financing normally does
not entail repayment. Creditors generally have no direct control over
management decisions, but debt must be repaid, and creditors can
seize assets if debt is not repaid on time. The choice between equity

18

and debt financing may involve emotional and legal factors as well as
logical business considerations.
Other considerations may influence the method of financing:
The amount of funding required
The intended use of the funds
The scheduled repayment period
Restrictions related to existing financing arrangements
The cost of the funds
The dilutive effect of equity exchange
The state of the economy
Seasonal fluctuations that affect the business
Competition
Industry customs or regulations
Growth stage of the client
Personal considerations of the client
Establishing Method and Source Preferences
The practitioner and client may consider many possible alternative
financing methods and sources of funding, but generally it is not too
difficult to eliminate a number of methods and sources as being clearly
inappropriate. Once such choices are eliminated, it simply becomes a
matter of selecting the most appropriate sequence for pursuing funds
from among the remaining potential sources and methods.
One approach to establishing this sequence of pursuit would be to
prepare a list including each appropriate source/method combination.
The practitioner and client can then prepare two separate rankings of
the list. One would reflect the likelihood that the source and method
would provide the desired funds (in descending order by probability);
the other would reflect the relative advantage of the source and method
to the client (from the most advantageous to the least advantageous). A
comparison of these two rankings establishes a priority 'sequence for
further investigation or application. In some cases, several sources and
methods may be approached simultaneously.
The figure on pages 20 to 23 reproduces a chart that should help
practitioners in matching potential sources and methods of funding with
specific client requirements. It presents five major uses of funds and
provides for each a breakdown of possible financing methods and
possible funding sources with possible types of loans (financing vehicles).
Appendix A, “ External Sources of Funds,” provides additional details
about the common funding sources and financing methods that the
practitioner is likely to encounter and provides information that the
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Equity

Business
Start-Up

Long-term debt

Local development company_______________ Facilities/equipment financing
Farmers Home Administration
Term loan guarantee

Small Business Administration
Term loan guarantee
Economic Development Administration_______ Direct term loan (limited)_________

Consumer finance company________________ Personal property term loan______

Leasing company________________________ Equipment leasing_______________

Savings andloan association_______________ Real estate loan_________________

Life insurance company
Policy loan
________________________________________ Real estate loan________________

Equipment loan
Equipment leasing
________________________________________ Real estate loan________________

Commercial finance company

Term loan (limited)
Unsecured term loan
Equipment loan
________________________________________ Equipment leasing______________

SBIC-MESBIC

Term loan (limited)
Unsecured term loan
Equipment loan
Equipment leasing
________________________________________ Real estate loan________________

Bank

Venture capitalist
Stock issue
SBIC-MESBIC
Convertible debentures
_____________________________________________________________ Debt with warrants______________

Nonprofessional investor
Partnership formation
________________________________________ Stock issue____________________

Type of Money_______ Source_________________________________ Financing Vehicle______________

Use of Funds

Small Business Financing Guide
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Short-term debt
and
Line of credit

Seasonal
Peak

Consumer finance company________________ Personal property loan___________
Small Business Administration
Line of credit guarantee (limited)

Life insurance company____________________ Policy loan_____________________

Factor__________________________________ Factoring_______________________

Accounts receivable financing
Inventory financing
________________________________________ Factoring______________________

Commercial finance company

Supplier_________________________________ Trade credit____________________
Bank
Commercial loan
Accounts receivable financing
Inventory financing
Flooring
Indirect collection financing
________________________________________ Unsecured line of credit__________

Small Business Administration
Term loan guarantee
Economic Development Administration
Direct term loan (limited)
SBIC-MESBIC ______________________________________________________ ___
Farmers Home Administration
Term loan guarantee

Consumer finance company________________ Personal property loan___________

Savings and loan association_______________ Real estate loan________________

Policy loan
Real estate loan
________________________________________ Unsecured term loan (limited)

Life insurance company

Commercial financecompany
Equipment loan
_____________________ __________________ Real estate loan________________

Unsecured term loan
Equipment loan
________________________________________ Real estate loan________________

Bank

Reprinted with permission from Bank of America, NT&SA, "Financing Small Business," Small Business Reporter vol. 14 no. 10. Copyright © 1980.

Long-term debt

Working
Capital

22

Long-term debt

Equity

Equipment
or Facilities
Acquisition

Sharp,
Sustained
Growth

Term loan guarantee

SBIC-MESBIC

Convertible debentures
Debt with warrants

Nonprofessional investor
Partnership formation
________________________________________ Stock issue____________________
Venture capitalist
Stock issue

Farmers Home Administration

Local development company_______________ Facilities/equipment financing

Small Business Administration
Term loan guarantee
Economic Development Administration_______ Direct term loan (limited)_________

Leasing company_________________________Equipment leasing_______________

Consumer finance company________________ Personal property term loan______

Savings and loan association_______________ Real estate loan________________

Policy loan
Unsecured loan (limited)
________________________________________ Real estate loan________________

Life insurance company

SBIC-MESBIC____________________________Term loan_____________________
Bank
Equipment loan
Commercial finance company
Equipment leasing
________________________________________ Real estate loan________________

Use of Funds______ Type of Money________Source_________________________________ Financing Vehicle______________

Small Business Financing Guide (cont.)
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Line of credit

Long-term debt

Term loan guarantee

Small Business Administration

Line of credit guarantee (limited)

Factor__________________________________ Factoring______________________

Accounts receivable financing
Inventory financing
________________________________________ Factoring______________ _______

Commercial finance company

Unsecured line of credit
Accounts receivable financing
Inventory financing
Flooring
________________________________________ Indirect collection financing_______

Bank

Supplier_________________________________ Trade credit____________________

Farmers Home Administration

Local development company_______________ Facilities/equipment financing

Small Business Administration
Term loan guarantee
Economic Development Administration_______ Direct term loan (limited)_________

Leasing company_________________________Equipment leasing_______________

Consumer finance company________________ Personal property loan___________

Savings and loanassociation_______________Real estate loan________________

Unsecured term loan
Policy loan
________________________________________ Real estate loan________________

Life insurance company

Commercial finance company
Equipment leasing
________________________________________ Real estate loan________________

Unsecured term loan
Equipment loan
Equipment leasing
________________________________________ Real estate loan________________

Bank

SBIC-MESBIC____________________________Term loan_____________________

practitioner may find useful when helping to determine which sources
and methods would be appropriate. Appendix A is a modified version
of material contained in an AICPA continuing professional education
course entitled Financing the Small Business.

Preparation of the Funding Proposal
Package
When a client has approved a proposed funding plan, the practitioner
assists in the formal preparation of a funding proposal package for
submission to the selected funding source. In this phase of the engage
ment, the practitioner uses all the facts gathered and all decisions made
to assist in preparing a proposal package that accurately and effectively
presents the client’s case. This section discusses some of the tasks the
practitioner may perform while assisting the client in the preparation of
the funding proposal package.
Identifying Information for Inclusion
The evaluation of credit risks can never be reduced to an exact formula,
nor can the lender predetermine precisely the maximum amount that the
applicant can repay. The funding proposal package provides the potential
lender or investor with information that is helpful in making a decision.
The material of primary interest to a prospective lender or investor
includes the following:
• Budgets and projections. Data concerning budgets and cash projec
tions of past periods, if available, can be helpful. Comparisons of
actual results to budgets, especially if variations were insignificant or
favorable, may strengthen confidence in current budgets and projec
tions.
• A schedule of the provisions for repayment, unless they are clearly
indicated in the cash flow projections or other schedules.
• Past earnings history and other historical financial data with expla
nations of any losses and unusual revenues in past years.
• Facts about the management and officers (ages, background, ex
perience, attitudes, and so on).
Financial information may be more helpful to a lender or investor if it
includes more than basic financial statements. For example, a lender will
often want information about the following:
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• The aging of receivables, with details regarding any concentration in
a few customers, and the details of notes receivable and the risks of
collection
• Inventories with details on classification, price stability, aging, and
turnover
• Investments, fixed assets, other assets, and detailed or supplementary
schedules, giving market or appraisal value where appropriate
• Liabilities and reserves, with explanations
In addition, bankers may request detailed information on collateral to
be offered and may require personal financial information in connection
with loan guarantee agreements.
Only a few specific items have been mentioned, but they illustrate an
important principle: The client should provide the lender with as much
useful information as possible. Information about unfavorable items should
be accompanied, when possible, by details of management’s plans to
overcome the problem. Full disclosure will almost always help the client’s
case, and subsequent discovery by the prospective funding source of
an undisclosed negative factor could be disastrous. The practitioner can
provide valuable guidance concerning data that should be included in
the funding proposal package.
Preparing the Package for Submission
In addition to identifying items for inclusion, the practitioner may assist
the client in preparing some of the data or documents to be included,
as well as in the physical assembly of the package itself. Small businesses,
particularly start-up businesses, may not have the staff or facilities to put
together an appropriate package for submission to a prospective lender
or investor.
Whether an equity or debt method is selected, a key part of the
funding proposal package will be current and past financial statements
and prospective financial data. The specific information and degree of
detail to be incorporated in the funding proposal package depends on
the client’s circumstances and on investors’ or lenders’ requirements.
When in doubt, inquiries could be made to limit unnecessary work and
client expense.
When a practitioner performs an audit, review, or compilation of a
client’s current financial data or is associated with prospective financial
data, he is required to adhere to appropriate standards and guidance
for those services promulgated by the AICPA. Nothing in this MAS
practice aid is intended to change or be in conflict with such requirements.
The matters discussed in this practice aid refer to the other services a
practitioner provides when such financial data is to be used for the
purpose of applying for funding from lenders or investors.
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It will not always be necessary as part of the engagement for the
practitioner to assist the client in preparing current or prospective financial
data, which will serve as material for inclusion in the funding proposal
package. However, when such assistance is necessary, the prudent
practitioner will prepare an appropriate letter of transmittal, including the
information and stating management’s role in its preparation, in accord
ance with professional standards.
Materials dealing with an engagement to assist a small business
client in obtaining funds appear in Appendix B. Included are examples
(not models) of a proposal letter, a business plan, a business description,
projected financial data, personnel data, and other documents frequently
included in a funding proposal package.

Concluding the Engagement
An MAS engagement is performed with an objective that is understood
by both the practitioner and the client. Generally, when the objective is
assistance in obtaining funds, the engagement is concluded when the
client submits the funding proposal package to the preferred source of
funding, although the practitioner would usually be available to accom
pany the client to an interview should that be desirable. In such
engagements, the practitioner provides a service needed by small
business clients who are generally unfamiliar with lenders’ or investors'
requirements and attitudes and with the regulations that may affect their
request for funds.
In some cases, the practitioner’s continued involvement may be
requested, particularly if the client does not receive the needed funds
from the preferred source of funding. The practitioner may—
• Suggest revisions to a rejected funding proposal that might make it
acceptable (revising the amount requested, modifying the business
plan, and so on).
• Assist the client to identify another source of funding.
• Review and comment on loan documents to determine whether
conditions listed are achievable and whether they are the ones to
which the parties previously agreed.
At the conclusion of the engagement, it might be useful for the
practitioner to summarize in a written report to the client, the work done
and the results. If a written report is not prepared, the key information
may be summarized in a memo for possible future reference.
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APPENDIX A

External Sources of Funds
If the CPA is to provide the small business with meaningful assistance in its
quest for funds, he should have a working knowledge of the various institutions
and organizations that exist to fill that need. Included in this appendix are
discussions of commercial banks, commercial finance companies, equipment
financing, and other sources of funds.1
One should not infer that financing roles are nicely segregated, with one
institution concerned with only one type of financing and another institution with
a different type of financing. Just as commercial banks compete with each other
for business, so, too, do they compete with finance companies for some types
of business. Similarly, considerable overlap can exist with joint financing arranged
through two or more financial institutions, and the government, also, has a role.

The Commercial Bank
The commercial bank is the businessman’s most frequently used source of
temporary funds. For a small business to qualify for bank financing, the owners
must have sufficient equity and strong personal credit, since a bank’s chief
consideration in its lending policy is the safety of the funds entrusted to it by its
depositors. The second consideration is the return that it will earn on the money
it lends to borrowers.
Types of Bank Loans
The concept of the full-service bank—one ready to perform a wide range of
banking and lending services— has greatly expanded the types of loans that are
available. These include factoring, accounts receivable and inventory financing
(discussed under “ Commercial Finance Companies” ), and equipment loans
(discussed under “ Equipment Financing" ). The more conventional types of
commercial bank loans are described briefly in the following paragraphs.
Lines of Credit. When a bank extends a line of credit, it states that it is prepared
to lend up to a certain amount of money as long as certain terms and conditions
are met. The bank may cancel the line of credit at any time, but banks rarely
cancel a line of credit without cause. The borrower may draw funds as he needs
them; as a result, interest is generally charged only on the funds actually owed
to the bank, although occasionally the borrower is required to pay a commitment
fee on the entire line of credit to ensure that the bank will make the loan when
requested.
Straight Commercial Loans. Straight commercial loans are short-term loans made
for a period of from thirty to ninety days. They are self-liquidating loans used for
seasonal financing and buildup of inventories.
1. The material in this appendix was excerpted from an AICPA continuing professional
education course, Financing Small Business Clients, and modified for inclusion in this
practice aid.
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Installment Loans. Installment loans may be made for any productive business
purpose. Payments are usually made monthly, and, as the obligation is reduced,
it is possible to obtain refinancing at more advantageous rates. These loans may
be tailored to a business’s seasonal financing requirements.
Character Loans. Character loans are short-term, unsecured loans made to
individuals or companies of high credit standing who need the funds for general
purposes.
Collateral Loans. Collateral loans are made to individuals or companies who give
security in the form of chattel mortgages, stocks and bonds, real estate mortgages,
or life insurance.
Bank Credit Cards. Although not thought of as such, the bank credit card is a
form of credit. The bank assumes the financing of the retailer’s accounts
receivable. For the retailer, a major advantage of the card is the ease with which
purchases (and hence sales) can be made. A second important advantage is
the elimination of concern about enforcing credit policies for such purchases
and the consequent reduction in the dollar investment in accounts receivable.
Of course, these benefits must be weighed against the costs involved (the
discount charged the retailer).
Term Loans. A term loan is a business loan with a maturity of not less than one
year and, usually, no more than ten years. Term loans are used in situations in
which short-term loans and financing do not adequately meet the borrower’s
needs. Term loans may be used to purchase new equipment, to purchase an
existing business, to establish a new business, to provide additional working
capital, to retire a bond issue or outstanding preferred stock, or for other reasons.
Bank Lending Policies
Bank loan officers study the borrower and his financial statements before granting
loans. Bankers often require audited or reviewed statements from their borrowers
as assurance of the reasonableness of the information contained in the statements.
In studying the financial statements, bankers look at the key profitability and
credit ratios, inventory turnover, and receivable liquidity. In addition, they are
concerned with owner’s capital committed to the business and the rate of
withdrawal of capital in the form of dividends and salary.
The banker also studies the “ C” s of credit—character, capital, capacity,
collateral, circumstances, and coverage. In terms of character, he wants to be
certain that the borrower will do everything in his power to conserve business
assets and provide assurance that his indebtedness will be repaid. The borrower
must also have a sufficient amount of his own capital invested in the business
and should not expect others to carry his financial burden for an extended period
of time. In terms of capacity, the borrower should have some managerial skill so
that he will use the funds wisely and profitably. In addition, the borrower should
have either such a high credit standing that he can borrow on an unsecured
basis or tangible assets that he can pledge to reinforce a weaker credit position.
The banker looks for such circumstances as seasonal character of the business,
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long-run business changes, level of community business activity, the competitive
position of the firm, and the nature of the product. Finally, the small business
should be covered against losses from such causes as the death of an owner,
partner, or principal stockholder, stoppage of operations due to fire, flood, or
explosion, theft and embezzlement, and liability suits.
The banker looks for trouble signs in studying the borrower and his financial
statements. Here are a number of warning signs that might indicate problems:
• There are heavy inventories relative to sales.
• High dividends are paid, or there are excessive salary withdrawals.
• There are substantial loans to officers.
• A high percentage of receivables is past due.
• Debt is high relative to capital plus retained earnings.
• Investments in property, plant, and equipment are too high.
• The company has an overextended credit position.
• The company’s structure is unstable.
Bank Lending Conditions
Banks usually want the principals of the private or small company to endorse
the note personally, and the borrower may be required to maintain a compensating
balance with the bank. If the company’s position is so weak that it cannot provide
assurance that the loan will be repaid, the bank may require the company to ask
someone to guarantee the loan.
The rate of interest may vary with the size and term of the loan and the risk
involved.
Since term loans are of longer duration, bank lending policies with respect
to them are more formal. Generally, a loan agreement is negotiated between
lender and borrower, stipulating the terms under which the loan is made. Along
with the usual requirements of a loan agreement, it may impose specific limitations
on the borrower. It may require that the borrower do one or more of the following:
• Maintain working capital at a specified minimum amount.
• Furnish audited (or reviewed) financial statements at periodic intervals.
• Provide assurance that there is no default of loan provisions.
• During the term of the loan, refrain from certain acts, such as—
Paying dividends or redeeming capital stock.
Entering into a merger or consolidation or selling substantially all of the
firm’s assets.
Creating or assuming any obligation for money borrowed by the firm,
except as provided by agreement.
Guaranteeing, endorsing, or becoming surety for or on the obligation of
others.
Making capital expenditures in excess of a specified amount.
Selling receivables with or without recourse.
Making loans or advances to others in excess of a specified amount at
any one time.
Purchasing securities other than those of the U.S. government.

29

Term-money lenders usually ask borrowers to pledge collateral security, such
as equipment or other property, in order to back up the loan. However, it is the
ability of the borrower to repay the loan that is of prime importance. The lender
looks at some key ratios— such as the current ratio and the net-worth-to-debt
ratio—and is keenly interested in cash forecasts to measure the ability of the
company to free cash.
The term loan agreement is based on the ability of the borrower to repay the
loan out of earnings, generally in installments, by maturity of the loan. As long
as the borrower complies with the terms of the loan, he has assurance that no
payments other than regular installments will be required before the due date of
the loan. The borrower has no registration expense— just the costs of securing
the loan.
A loan agreement can be revised or modified more readily than a bond
indenture or a preferred stock arrangement.
In a term loan, the lender and borrower have a relationship over a relatively
long period of time, and the lender can advise the small firm on financial matters.
Limitations on Commercial Bank Financing
With the rapid expansion of commercial banks into fields other than short-term,
unsecured loans, one might wonder why the bank should not be the source of
all required funds. While banks are expanding into many fields, funds loaned out
by banks are provided by depositors and, consequently, are subject to very
careful management and regulation. Therefore, a bank reviewing a loan appli
cation must consider the degree of risk involved and the ability of the borrower
to repay. These considerations generally exclude loans to newly started busi
nesses, high risk or venture businesses, and poorly managed businesses (as
evidenced by their performance records).
Interest Rates
The prime interest rate, which is the rate charged by large banks to their most
creditworthy corporate borrowers, is the base from which interest rates vary. A
small business will pay more— perhaps one to two points more. Rates, of course,
fluctuate, depending on many circumstances (the supply of money, the state of
the economy, government policy, and so on); as these rates vary, the interest
rates paid by the borrower also fluctuate.

The Commercial Finance Company
Commercial finance companies (sometimes referred to as asset-based or secured
lenders) usually are asked to provide financial assistance when commercial
banks are reluctant to extend credit.
Accounts Receivable Financing
Accounts receivable financing is an important service offered by commercial
finance companies. Under this method of financing, the borrower assigns its
accounts receivable to the lender, and they serve as the security for the cash
advances made to the borrower. When the borrower collects the accounts
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receivable, the proceeds are given to the lender, who reduces the borrower’s
indebtedness; any excess is returned to the borrower.
The borrower is responsible for the collection of its accounts receivable. The
accounts may be financed either on a notification basis or on a nonnotification
basis. When the notification basis is used, the customer is informed of the
assignment and is asked to remit directly to the finance company. Under the
nonnotification method, payment is made directly to the borrower by the customer.
The nonnotification method is more prevalent because it minimizes the possibility
that the relationship between the borrower and its customer will be disturbed.
A businessman may enter into an agreement with a commercial finance
company or other financial institution in order to accomplish a number of desired
objectives. The owner of a business will be able to borrow needed working
capital without diluting ownership or control of his business. The businessman
may borrow without the necessity of entering into a long-term financing arrange
ment, which may be unnecessary. The borrower is immediately able to obtain
working capital by releasing funds partially frozen in accounts receivable, and
working capital turnover is accelerated by the immediate conversion of accounts
receivable to cash. The borrower is able to secure a continuous source of
operating cash on a flexible basis because advances are made only when cash
is needed. Because it can pay its bills more quickly, the borrower may improve
its credit standing, effect cash savings by being able to take advantage of cash
discounts, or take advantage of profitable opportunities that present themselves.
Before an agreement is negotiated, the lender will make a thorough investi
gation of the borrower to determine whether to assume the risk of financing the
accounts receivable. The accounts receivable themselves are also examined to
see if they are acceptable for financing.
A contract is then drawn up between the borrower and the lender, since the
two parties anticipate a continuing relationship rather than a single borrowing.
The terms of the contract detail certain rules and procedures. The lender is to
advance a certain percentage of the accounts that are assigned; the most
common amount advanced is 80 percent of the assigned accounts that are not
past due, as defined in the agreement. The borrower is to prepare a schedule
of all assigned accounts.
If the customers are not notified of the assignment, the borrower collects
payment and generally turns the remittance over to the lender intact. If the
notification method is used, remittances are sent directly to the lender. When
forwarding remittances to the lender, the borrower will usually prepare an
accompanying remittance list.
Any accounts overpaid to the lender will be (a) applied on account and
adjusted in the next advance, (b) transmitted immediately to the borrower by
check, (c) accumulated and sent to the borrower periodically, or (d) applied to
reduce the account.
Interest may be charged until the average clearance date of the remittances
that are turned over to the lender—for example, a four-day clearance period may
be established.
Rates charged by commercial finance companies on assigned accounts
receivable vary widely (as do rates charged by those commercial banks that
engage in accounts receivable financing). The finance company’s charge is
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generally computed as a specific rate per day on the amount of funds advanced,
plus in some cases a service fee to compensate for the cost of maintaining the
account. Graduated rates may be applied as the account grows larger.
Factoring
In a factoring arrangement, the client actually se//s his accounts receivable to
the factor. If any of the receivables are uncollectible, the factor is stuck with the
loss and has no recourse to the client. Since this is an outright sale of receivables,
the client does not incur any debt. This differs markedly from accounts receivable
financing, in which the client merely assigns his receivables to a commercial
finance company as collateral for a loan; the client remains responsible for any
uncollectible accounts, so that the assignment is termed “with full recourse.’’
Since the account debtor pays the factor directly, most factors require that
the invoice bear a notification legend, such as, “ This account has been assigned
to and is payable only to the ABC Factors.”
Nonnotification factoring, however, is available to businessmen who sell
directly to customers in the retail trade. In this type of factoring, the factor
purchases the receivables outright without recourse but does not assume the
collection function without specific request. The businessman makes collections
himself, and the customer is not notified of the factoring arrangements. The fee
for nonnotification factoring may be less than that charged for notification factoring.
Factoring costs consist of two elements: (1) an interest charge based on
funds advanced prior to the maturity date of the invoices and (2) a commission
designed to cover the credit and collection services and protection against credit
losses.
Inventory Loans
When a business has exhausted its ability to borrow on receivables, commercial
finance companies may advance funds on inventory under appropriate conditions
at a lesser percentage of value than on receivables. Three methods exist for
financing inventory.
The first method, the floating lien, was made possible under the Uniform
Commercial Code (UCC); it helped solve the problem of creating a security
interest for the lender on a shifting stock of inventory in a debtor's possession.
In addition, the UCC made possible the creation of a security interest on property
that is not even in existence at the time but that may come into existence or be
acquired subsequently by the person creating the lien. Under this method, an
inventory security agreement is negotiated by the commercial finance company
(or commercial bank) and the borrower, spelling out in detail the obligation of
both parties.
Warehouse receipts are commonly used to finance inventory. The borrower
delivers goods to a warehouse, which in turn issues a warehouse receipt to the
lender. The goods may be placed in either a public warehouse or a field
warehouse. A public warehouse is in the business of storing goods for the general
public; a field warehouse is one set up at the borrower’s place of business. A
field warehouse is leased and maintained by a public warehouse, and no one
has access to the property placed in it except the authorized employees of the
public warehouse.
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Finally, trust receipts are evidence that certain goods or property to which
the lender has acquired title have been released to the borrower in the trust.
Title is retained by the lender until sold and accounted for by the borrower. Trust
receipts are used in floor planning, which is a form of financing employed
frequently by automobile and appliance dealers. The lender advances a per
centage of the invoice price of the shipment. As the goods are sold, the borrower
must immediately reduce the portion of the loan applicable to the goods sold.
Summary
At one time accounts receivable financing, factoring of receivables, and inventory
financing had a stigma attached to them; it was felt that the business resorting
to financing of this kind was in trouble and perhaps on the verge of bankruptcy.
While some businesses may feel a perfectly legitimate reluctance to engage in
receivables financing or factoring, this type of financing is ideal for many concerns.
So important is the potential for growth in this industry that larger commercial
banks, in certain parts of the country, are rapidly moving into it, through the
acquisition or creation of commercial finance divisions.

Equipment Financing
Equipment financing can be accomplished through sources other than com
mercial finance companies and can take several forms. It can involve (1) financing
of equipment presently owned by the company, (2) financing of the purchase of
new equipment, (3) sale-leaseback financing, or (4) lease financing. Each form
of equipment financing may be appropriate at different times and under different
conditions.
Financing of Presently Owned Equipment
If a company has equipment that is fully paid for and in good condition, it can
often obtain funds by pledging the equipment as collateral for a loan. This is
usually accomplished under article 9 of the UCC through the use of a written
security agreement on the equipment.
Financing of the Purchase of New Equipment
Manufacturers of new equipment recognize that it is frequently necessary to
provide financing arrangements as part of a sales package. Some manufacturers
discount the purchasers’ notes at their banks. Other manufacturers act as agents
for lending institutions offering installment plans as part of the terms of sale.
Under installment financing, title is usually retained by the manufacturer until all
payments are made. If the purchaser arranges direct installment financing with
a financing institution, a lien on equipment is normally taken by the institution.
Sale-Leaseback
The sale-leaseback method of financing has become increasingly popular. A
company concurrently sells its property to an insurance company or other investor
and leases it back to be assured of continued use or occupancy. The lessee
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obtains needed working capital, and the lessor obtains a lease commitment that
assures him of recovering his purchase price plus interest for use of his money
over the life of the lease.
Lease Financing
The leasing of equipment has become an increasingly important method of
financing. Without making a substantial cash payment or incurring a large
obligation, a company can acquire the use of equipment by merely committing
itself to make a specified number of payments. As a result, the number of leasing
companies has grown rapidly in recent years, and banks and insurance com
panies have entered this field.
Any type of equipment can be leased. The lease is usually written on the
total customer selling price (including transportation charges and taxes) and is
drawn for a period of time. The total amount to be paid is computed by adding
finance charges to the total customer selling price.

Other Sources of Funds
Life Insurance Companies
Life insurance companies are a leading institutional source of long-term debt
financing, and corporate bonds and business mortgages represent by far the
majority of their investments. However, their fiduciary responsibilities to policy
holders and a vast network of state regulations governing their investment policy
tend to limit business loans to borrowers of large amounts, generally large
corporations, with high credit ratings.
Life insurance companies’ financing of small business is almost exclusively
long-term and is done through real estate mortgages. Life insurance companies
rarely invest in the bonds of small corporations.
Loans on life insurance policies and mortgages of residential property to
raise business capital are also, of course, a source of funds provided by life
insurance companies.
Other Institutional Sources
Life insurance companies are by no means the only institutional source from
which a qualified small business can borrow long-term funds, although the loan
policies and practices of life insurance companies establish the character of
institutional lending in general. Other institutional sources include fire and other
insurance companies, savings banks, pension funds, universities and educational
foundations, investment trusts and banks, and charitable organizations.
The Small Business Administration
The Small Business Administration is a permanent, independent government
agency created by Congress in 1953 to encourage, assist, and protect the
interests of small businesses. Congress has directed the SBA to take the lead
in identifying and analyzing small business problems, to be the advocate of small
business, to foster and coordinate research and organization of significant data,
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and to initiate ideas and innovations that will widen opportunities for small
businesses to get started and compete on an equitable basis. Among the SBA
assistance programs are business loans, direct and immediate participation
loans, loan guarantees, economic opportunity loans, and disaster loans.
Venture Capital Organizations
A number of capital sources are directed specifically at new business ventures.
Among such sources are private venture capital firms, small business investment
companies (SBICs), minority enterprise small business investment companies
(MESBICs), and community development corporations (CDCs).
Public Ownership
Various methods exist for exchanging equity in a small business for needed
funds. Some of these are employee stock ownership plans (ESOP), private
placements, intrastate security offerings, and offerings covered by the Federal
Securities Act.
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APPENDIX B

Atlas Manufacturing Corporation Case Study
This appendix illustrates the nature of an MAS engagement in which a CPA
assists a small business client in obtaining funds. Since such engagements may
vary considerably, nothing contained in this appendix should be assumed to be
applicable or appropriate for every such engagement.
The materials in this appendix provide illustrations relating to the following
tasks:
• Identifying and gathering information and data required to develop a business
plan
• Outlining a typical engagement work plan
• Establishing financial needs of the business through budgeting and cash
flow projections
• Developing a financing package containing examples of financial statements,
schedules, and other data required by a funding source
• Identifying and illustrating information and documentation typically contained
in a working paper file
This illustration incorporates many of the problems typical to a small, growing
business, such as growth-related problems, inadequate capital, unsophisticated
management, lack of management records and reports, and lack of specific
management plans and goals.
Note. When reporting on financial projections or forecasts, the accountant should
be aware that the American Institute of Certified Public Accountants has published
the following literature relating to this area:
• Rule of Conduct 201, “ General Standards,” of the AICPA Code of Ethics
• MAS Guideline no. 3, Guideline for Systems for the Preparation of Financial
Forecasts
• Statement of Position 75-4, Presentation and Disclosure of Financial Forecasts
• Guide for a Review of a Financial Forecast
The last three of these documents pertain only to financial forecasts and not
to financial projections. The AICPA has adopted the following definitions to
distinguish between a forecast and a projection: A financial forecast for an entity
is an estimate of the most probable financial position, results of operations, and
changes in financial position for one or more future periods: a financial projection
for an entity is an estimate of financial results based on assumptions that are not
necessarily the most likely. Financial projections are often developed as a
response to such questions as, “What would happen if?” Until the AICPA
promulgates reporting standards for the types of prospective financial data
discussed in this practice aid, rule of conduct 201 is the pertinent pronouncement.
Rule of conduct 201, which applies to both projections and forecasts, states,
“ A member shall not permit his name to be used in conjunction with any forecast
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of future transactions in a manner which may lead to the belief that the member
vouches for the achievability of the forecast.”
Ethics interpretation 201-2 provides guidelines for this rule and states that a
member who is associated with such forecasts is responsible for making full
disclosures in the following areas:
• Sources of information used and major assumptions made
• Character of work performed
• Degree of responsibility taken
In the near future, the AICPA expects to develop standards for services
dealing with aspects of prospective financial data other than the review of a
financial forecast. Until that time, an accountant’s report on such services would
be one that clearly describes the service provided and the degree of responsibility
assumed.
The following illustration of a funding proposal package does not discuss the
accountant’s letter and client representation letter and does not contain illustrations
of such letters, since appropriate guidance has not yet been issued by the
AICPA. Nor are the financial statements (business and personal) actually
illustrated. Practitioners who are associated with personal financial statements
included in a funding proposal package are referred to AICPA publications
providing guidance on that subject.

Background Information
George Hanover, a partner in the accounting firm of Hanover & Company, CPAs,
received a call from a client. The client referred him to a friend, Dave Simpson,
whose business, Atlas Manufacturing Corporation, appeared to have cash
problems that he did not know how to solve. Dave Simpson was looking for help,
and George Hanover made an appointment to visit Atlas Manufacturing the next
day.
At the meeting, George asked Dave to tell him about the company’s problems.
Dave indicated that the company was growing; products were well received,
and prospects for increased volume were excellent. However, the more the
company grew, the more pressure Dave felt in trying to pay his bills on time.
Some creditors were starting to express impatience. In addition, Dave was not
sure if his company was realizing reasonable profits commensurate with growth.
George told Dave that the problems were not unique. Such problems could
often be corrected through a combination of budgets, cash management, and
outside financing. However, they would need information to develop a plan and
a financing package.
George arranged to come back and conduct a preliminary survey to determine
whether or not his firm could be helpful. George would use the information
gathered in the preliminary survey to determine Atlas Manufacturing Corporation’s
acceptability as a client and to appraise his ability to help this prospective client
achieve a successful result. At the same time, he would -gather information
needed to develop a proposal or engagement letter and to make an initial
judgment on the probable funding approach, including data that might be used
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in preparing documents for the funding proposal package. George prepared a
checklist of information to be gathered during the preliminary survey:
• Nature of the business and its products
• History of the business
• The market served
• Availability of current financial statements and budgets
• Dave Simpson’s explanation of the cash problems
• Dave Simpson’s individual goals
• Current corporate plans for growth
• An organizational chart, including history and background of management
• Identity of the bank, bankers, and professionals serving the corporation
In addition, George would ask for a tour of the plant and an explanation of the
manufacturing process.
George Hanover and Dave Simpson met again the following day. George
was able to get most of the information that he wanted. He discovered, for
instance, that the company had not previously prepared budgets and that the
company’s accounting and financial reporting were handled internally.
George suggested that Dave consider an MAS engagement, since it appeared
that his firm could provide needed business assistance and the Atlas Manufac
turing Corporation met his firm’s criteria for an acceptable client. George and
Dave discussed matters related to the engagement objectives, scope, services
to be performed, professional fees, engagement timing, and so on. An agreement
was reached for the engagement of George’s firm. An engagement letter was to
be sent confirming the agreement.

Engagement Letter
Mr. Dave Simpson, President
Atlas Manufacturing Corporation
Smithville, Ohio
Dear Mr. Simpson:
This letter outlines our understanding of the arrangements we made in your
office yesterday relative to assisting Atlas Manufacturing Corporation obtain new
financing.
Nature and Scope of Work
We shall perform a study of Atlas Manufacturing’s financing needs and the
underlying reason(s) for these needs. Based on the study, we shall advise you
concerning the sources of funds and methods of financing most appropriate to
your needs. We shall assist you in evaluating the alternatives and in choosing
the source and method best suited to you.
Having determined the amount needed, the purpose, the source, and the
method, we shall assist you in preparing a business plan and the other documents
necessary to make an effective presentation of your needs to the financing
source.
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We shall assist you in the presentation and negotiation of the financing terms
and conditions, as necessary.
Roles
To provide an effective framework for this engagement, both parties must
have a clear understanding of their respective roles.
Our role encompasses the following:
• Gathering data about the history and finances of the business
• Analyzing the business’s financial requirements
• Identifying sources and methods of financing suited to your needs
• Assisting in evaluating the financing sources and methods
• Assisting in preparing business plans
• Assisting in preparing the financing application package (documents)
• Assisting in presentation of the application package and in negotiation of
terms and conditions
Your role encompasses the following:
• Providing financial and other records and data that we request
• Making your key people available for interviews and conferences
• Making timely decisions on the various aspects of this engagement as it
progresses
• Cooperating with our staff in developing the business goals and objectives
necessary to prepare a workable business plan
Our role is essentially one of assisting, evaluating, and advising; while we will
exert our best effort, we offer no assurance that financing will be obtained.
Results and Benefits
The tangible results of this engagement will be (1) a written business plan,
which clearly defines the objectives and goals of the business and outlines the
manner in which they are to be achieved, and (2) the financing or funding
package necessary for adequate presentation of your needs to a financing
source. The intangible results of this engagement should include a better
understanding of objectives and goals by key management personnel and a
better understanding of the opportunities and challenges facing the business
and the resources available for dealing with them.
Timing and Duration
We are beginning work on this engagement immediately and expect to
complete the engagement in approximately ten weeks. This timetable assumes
adequate cooperation on the part of your personnel and the ready availability of
the information and data required for the preparation of the various documents
required by the engagement.
Engagement Completion
We shall consider the engagement complete when all documents necessary
for the funding needs presentation are complete and a “ best effort” presentation
has been made. We shall provide you with a letter at this time advising you that
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the engagement is complete. If funding is not received after this presentation
and you wish us to assist you in presentations to alternate sources, you may
extend this engagement by notifying us of your intent in writing.
If, during the course of the engagement, either of us becomes aware of facts
or circumstances that would preclude a successful conclusion of the engagement,
the engagement may be terminated by written notification of the other party.
Fees and Payments
Our fees for this engagement are based on time expended at our standard
hourly rates. Any out-of-pocket expenses will be billed in addition to our fees.
Our normal practice is to issue invoices monthly as the work progresses for the
fees and expenses incurred. Our invoices are payable upon receipt.
Conclusion
If any of the contents of this letter differ from your understanding of this
engagement, please notify us at once so that we can establish a proper mutual
understanding.
We appreciate this opportunity to serve Atlas Manufacturing Corporation and
look forward to a mutually profitable association.
Sincerely,

Work Plan
1. Prepare a spread of balance sheets and income statements for the three
years ended April 30, 19X3.
2. Compare financial statements for the three years ended April 30, 19X3, with
the company’s books and tax returns.
3. Check balance sheet amounts against supporting schedules for unusual
items—deviations, loan repayments, and so on.
4. Segregate sales by such important components as customer, discount, and
product line for the year ended April 30, 19X3.
5. Determine the direct costs of the components of sales segregated in step 4
and compare the direct cost results with income statements for the year
ended April 30, 19X3. Obtain explanations from management of major
deviations and save the results for projections. If this cannot be done on an
overall basis, do it on a test basis.
6. Identify significant elements on all other expense accounts of material amount.
Segregate fixed and variable expenses.
7. Have management prepare an operating budget and related notes for the
year ended April 30, 19X4. (It may be necessary to assist them in the
preparation of the budget, but the estimates must be management's.)
8. Compare the operating budget and related notes from step 7 with data from
steps 1 ,2 ,4 , 5, and 6 for consistency and reasonableness. The related notes
should explain items appearing to be inconsistent or unreasonable. Challenge
management to support unusual items.
9. Question management about future capital commitments or anticipated
transactions for the year ended April 30, 19X4, which will affect fund
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requirements, such as machinery acquisitions, debt servicing, and inventory
growth.
10. Identify and note such cash flow items as receivable collection timing, timing
of payment to vendors, and collection or payment of other balancing sheet
items.
11. Check with management and the company attorney for contingencies.
12. Obtain from management, or assist management in preparing, condensed
operating budgets and cash projections for three to five years beyond April
30, 19X4. Review them for reasonableness and consistency.
13. Assist in cash projection preparation (based on the management estimates
from step 7), by month, for the year ended April 30, 19X4. Support both the
operating budget prepared in step 7 and the cash projection with footnotes.
Future years’ operating budgets and cash projections might be prepared
quarterly or annually.
14. Assist in preparation of a prospective balance sheet as of April 30, 19X4.
15. Review insurance coverage (fire, liability, and key man).
16. Obtain from management missing documents for the funding proposal
package to be prepared in step 17.
17. Assemble the funding proposal package. Include a description of the business;
company history; a profile of the management team; discussion of the use of
proceeds; financial statements for three years (plus interim period) and
schedules, receivables, inventories, fixed assets, and payables; financial
projections; and personal financial statements of Mr. and Mrs. Simpson.
18. Review for completeness the attached checklist of suggested documents
and schedules for workpaper files.

Useful Documents and Schedules for Workpaper Files
1. Engagement letter
2. Client’s representation letter
3. Copies of prior financial statements
4. Work program for funding package and supporting documents
5. Memo regarding conferences with principals outlining the assumptions,
objectives, and needs
6. Historical schedule of sales by product line for each month to develop cyclical
data (inventories, cash, loans, and so on)
7. Supporting schedule for assumptions regarding projected sales, indicating
elements that create changes, such as sales mix, unit price change per
estimated inflation rate, new products, expansion sales territory, and enhanced
product reputation
8. Gross margin analysis by product line
9. Expense projections, indicating amounts and basis for assumptions, such as
increased staff, increased facilities, and inflation

41

10. Schedule of net cash receipts on sales, indicating timing, amount, and
estimated attrition of receivables, discounts, bad debts, credits, and returns
11. Schedule calculating inventory levels
12. Loan, lease, and stock restrictions, and so on
13. Schedule and documentation to support capital need

Funding Proposal Package
Smithville, Ohio
August 12, 19X4
First National Bank of Ohio
Comer East 3rd and State Street
Smithville, Ohio
Attention: Mr. James Herman
Gentlemen:
Enclosed please find documents related to our request for a term loan in the
amount of $75,000 and short-term loans ranging from $80,000 to $295,000, as
indicated in cash projections. This loan request is supported by the following
exhibits and schedules:
Page No.
I. Description of the business
II. Company history
III. The management team
IV. Business plan and use of loan proceeds
V. Financial statements
A. For the period (periods) ended April 30, 19X3
B. Financial statement schedules
1. Aged receivables
2. Inventories
3. Fixed assets (cost and fair market values)
4. Aged accounts payable
VI. Financial projections for the periods ended April 30, 19X4
VII. Personal financial statements of Mr. and Mrs. Dave Simpson
Per your request, we are submitting these documents for your review prior to a
meeting with you. If there are any questions prior to that meeting, please direct
them to either Mr. George Hanover, CPA, or myself.
Very truly yours,
ATLAS

MANUFACTURING

Dave Simpson, President
DS/ec
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CORPORATION

Description of the Business
The company is in the business of manufacturing ladies’ handbags, wallets, and
other personal accessories. The primary materials used are vinyl and leather.
The company designs its own products, primarily following current fashion trends.
Sales are essentially to chains and major department stores. To expand its
market to smaller department stores and women’s specialty shops, the company
opened a showroom in New York in June 19X2. Dave Simpson personally handles
sales to chain stores, and two salesmen are employed to service other customers.
Sales are made on a basis of a 2 percent discount if paid in ten days, except
that 50 percent of merchandise sold during the months of June through September
is sold on a dating basis with payment due December 10.
The company employs a total work force of forty-eight persons, of whom
thirty-five perform direct labor and the rest perform indirect labor, administration,
supervision, and so on. The direct labor force consists primarily of unskilled
people who have been trained in-house. To maintain a constant and efficient
work force, management has elected to maintain an even level of production,
with the result that inventory levels build to a high point in May of each year.
On an overall basis, selling prices are currently established to yield a variable
margin of 50 percent after direct costs.
The company currently uses 5,000 square feet of floor space in rented
quarters. The space is inadequate and inefficient. Company growth cannot occur
in existing quarters.
Primary equipment used in the business consists of sewing machines, cutting
equipment, work tables, and storage shelving and racks.

History of Atlas Manufacturing Corporation
The company started operations in May 19W5 as an equal partnership between
Dave Simpson and Fred Smith. The two men had worked together in a business
similar to Atlas Manufacturing for the preceding five years.
Dave Simpson and Fred Smith initially performed all tasks except clerical and
bookkeeping functions, which were performed by Mrs. Simpson.
Initially, Dave Simpson and Fred Smith each invested $5,000 in the partnership.
In May 19W7 Fred Smith sold his interest in the partnership to Dave Simpson
for $18,500 to enter into a different venture. Funds to buy out Smith’s interest
were borrowed from a relative and paid back by 19X0.
The company was incorporated on May 26, 19W7, when it authorized 10,000
shares of $10 par value stock. On incorporation, 1,500 shares were acquired by
Dave Simpson.
The company has had steady growth, as represented by the following sales
pattern:
Sales for the period ended April 30,

19W8
19W9
19X0
19X1
19X2
19X3

$206,137
269,642
384,051
512,334
615,728
826,375
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The Management Team
Dave Simpson, President
Mr. Simpson is thirty-seven years old. He completed two years at Smithville
Junior College in 19V6, taking courses primarily in business administration. Mr.
Simpson worked for five years in a major department store, starting as a sales
clerk and moving to the position of assistant buyer. He left the department store
in 19W1 to work for Gem Manufacturing Company. During the period from 19W1
to 19W5 Mr. Simpson was involved in sales, calling on chains and department
stores. In addition, it was necessary for Mr. Simpson to act as liaison between
customer and company designers to communicate customers’ desire for new
items. Because of his inability to acquire an equity position with Gem Manufac
turing Company, Mr. Simpson and Fred Smith organized Atlas Manufacturing
Corporation. Mr. Simpson’s current duties consist of sales and financial man
agement of the company, advisory functions in design, setting of product
production levels, and other management functions. It is Mr. Simpson’s desire,
with growth of the company, to build a larger management team and to divest
himself of some of his current duties.
Ruth Simpson, Secretary-Treasurer
Mrs. Simpson is thirty-four years old. She graduated from Ohio State University
School of Business Administration in 19W1. She worked in the office of Gem
Manufacturing Company in secretarial and accounting functions. Mr. and Mrs.
Simpson were married in 19W2. When Dave Simpson and Fred Smith started
the company in 19W5, Mrs. Simpson handled clerical and bookkeeping functions.
She now works on a part-time basis, reviewing cash disbursements and signing
checks for accounts payable and payroll. She devotes the balance of her time
to being a homemaker and mother of two children, aged four and six.
Albert Chambers, Accountant
Mr. Chambers, twenty-eight years old, is married and has one child. A graduate
of Ohio State University, he has been employed by Atlas for two years. He had
previously been employed by a local accounting firm Mr. Chambers manages
the office staff of two clerical employees, does the firm’s accounting, prepares
internal financial statements, and prepares all tax returns other than income tax.
James Gittings, Production Manager
Mr. Gittings is fifty-three years old, is married, and has been an employee of the
company for the last year and a half. He and Mr. Simpson worked together at
Gem Manufacturing. Mr. Gittings has been in the same industry for the last
twenty-two years and in a supervisory capacity for the last sixteen years.
Gwen Owens, Designer
Miss Owens is twenty-six years old and single. She is a graduate of the National
School of Design. She has been with the company for the last eleven months
and is still being trained. She reports to Mr. Gittings but receives creative ideas
for product design from Mr. Simpson.
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Business Plan and Use of Loan Proceeds
Use of Proceeds of New Term Loan
Leasehold improvements (including required employee rest areas,
offices, electric wiring, cabinetry, etc.). Ability for company growth
requires additional space for greater production capability. The
company’s current space of 5,000 square feet will be replaced
by 15,000 square feet, with provision for growth to 30,000 square
feet.

$27,000

Additional production equipment to support increased sales (per
attached schedule)

32,000

Retirement of current bank term loans
Total use of proceeds

16,000
$75,000

Use of Short-Term Line of Credit
Amounts of $80,000 to $295,000 are required, on a seasonal basis, as indicated
in the cash flow projections. It is expected that in the second year there will be
a seasonal clean-up of the loan. Approximate cash balances of $20,000 will be
maintained.
Corporate Goals
1. Increase production capacity and efficiency.
2. Increase profitability of operations.
3. Contribute to increased financial strength.
4. Improve vendor relations by prompt payment and establish a basis for price
improvement based on purchase volume and credit rating.

Projected Financial Data for the Fiscal Year Ending April 30, 19X4
(Statement of Management Assumptions)
(The accompanying prospective financial statements are based on the assumption
that funds are borrowed in the projected amounts and on the following additional
assumptions.)
Note 1. Sales are based on past history, an estimated 10 percent inflation factor,
and management’s estimate of increased sales from improved market share and
expansion of product base through the addition of new lines.
Net sales for fiscal year ended April 30, 19X3
Projected volume increases
Inflation adjustment
Added sales from increased production
Total projected net sales
Rounded

$ 826,375
$126,233
82,675
208,908
$1,035,283
$1,035,000

Note 2. Direct cost of goods sold is based on an anticipated direct material cost
of 25 percent of net sales and a total direct labor cost of 25 percent of net sales
on the overall product mix. Labor cost includes payroll taxes.
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Note 3. Operating expenses and manufacturing overhead are based on historical
data and management’s estimates of additional costs related to expansion of
the company’s sales volume.
Note 4. Payroll taxes are calculated at 10 percent of payroll.
Note 5. Bad debts equal one percent of sales.
Note 6. Discounts are earned on purchases of manufacturing materials and
supplies plus sundry discountable items. Total discounts earned are estimated
to be $400 per month.
Note 7. Discounts allowed equal approximately 1.25 percent of receivables
collected.
Note 8. Interest expense is based on estimates of interest due on existing notes
payable and interest on additional borrowing at an assumed rate of 15 percent
per annum.
Note 9. Provision for income taxes is calculated at estimated 25 percent effective
federal and state tax rates. It is assumed that income taxes will be paid in the
subsequent year.
Note 10. Collections on accounts receivable are based on an estimated fortyfive-day collection period. Dated billings are collected in accordance with dating
arrangements.
Note 11. Accounts payable as of April 30, 19X3, equal to $77,160, are converted
to notes payable-vendors. These new notes, coupled with existing notes, will be
payable at $15,000 per month plus interest at 15 percent per annum from May
31, 19X3. Total new notes equal $90,000.
Note 12. Note payable-officer represents funds borrowed by the officer and
loaned to the company. Repayment is required to allow the officer to meet
personal commitments. The note does not bear interest.
Note 13. Payment for regular material acquisitions are assumed to be made in
the month following purchases.
Note 14. Deferred operating expenses are those expenses paid in the month
following purchase, as follows:
Overhead
Selling
General

$3,600
3,050
1,050
$7,700

With the exception of accrued payroll taxes and other accrued expenses,
operating expenses and overhead are normally paid during the month in which
they are incurred. Operating expenses are based on historical data and man
agement’s estimates of additional costs related to expansion of the company’s
sales volume.
Note 15. Principal payments on long-term loans are based on the assumption
that existing notes payable will be replaced with a new long-term note. The new
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note will be payable in equal installments of principal plus interest over a fiveyear period.
Note 16. Short-term loan activity assumes borrowings and repayments over the
projection period necessary to support the projected expansion in sales volume
and the related increases in accounts receivables and inventories.
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Atlas Manufacturing Corporation
Projected Statement of Income
for the year ending April 30, 19X4
19X3

Sales (1)
Cost of sales
Materials (2)
Direct labor (2)
Manufacturing overhead (3)
Total cost of sales

May

June

July

August

September

$60,000

$90,000

$93,000

$93,000

$150,000

15,000
15,000
10,570

22,500
22,500
10,570

23,250
23,250
10,570

23,250
23,250
10,570

37,500
37,500
10,570

40,570

55,570

57,070

57,070

85,570

Gross margin

19,430

34,430

35,930

35,930

64,430

Operating expense (3)
Selling
General

11,450
11,780

11,450
12,080

11,450
12,110

11,450
12,110

11,450
12,680

Total operating expense

23,230

23,530

23,560

23,560

24,130

Operating income

(3,800)

10,900

12,370

12,370

40,300

400
(515)
(437)

400
(640)
(1,988)

400
(655)
(2,387)

400
(570)
(3,625)

400
(580)
(4,047)

(552)

Other income— expense
Discounts earned (6)
Discounts allowed (7)
Interest expense (8)
Total other income— expense
Income before income taxes
Provision for income taxes (9)
Net income— loss

(2,228)

(2,642)

(3,795)

(4,352)
0

8,672
1,080

9,728
2,432

8,575
2,144

36,073
9,018

$ (4,352)

$ 7,592

$ 7,296

$ 6,431

$ 27,055

(4,227)

Atlas Manufacturing Corporation
Schedule of Projected Manufacturing Overhead
for the year ending April 30, 19X4
19X3
May

June

July

August

September

Manufacturing overhead (3)
Supervision
Design salaries
Other indirect salaries
Payroll taxes (4)
Packing material and supplies
Rent
Light, heat, and power
Insurance
Parts, repairs, and maintenance
Depreciation and amortization
Other manufacturing overhead

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

Total manufacturing overhead

$10,570

$10,570

$10,570

$10,570

$10,570
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19X4
October

November

December

January

February

March

April

Total

$135,000

$69,000

$66,000

$75,000

$75,000

$69,000

$60,000

$1,035,000

33,750
33,750
10,570

17,250
17,250
10,570

16,500
16,500
10,570

18,750
18,750
10,570

18,750
18,750
10,570

17,250
17,250
10,570

15,000
15,000
10,570

258,750
258,750
126,840

78,070

45,070

43,570

48,070

48,070

45,070

40,570

644,340

56,930

23,930

22,430

26,930

26,930

23,930

19,430

390,660

11,450
12,530

11,450
11,870

11,450
11,840

11,450
11,930

11,450
11,930

11,450
11,870

11,450
11,780

137,400
144,510

23,980

23,320

23,290

23,380

23,380

23,320

23,230

281,910

32,950

610

(860)

3,550

3,550

610

(3,800)

108,750

400
(760)
(4,469)

400
(1,315)
(4,766)

400
(3,050)
(4,562)

400
(1,730)
(2,422)

400
(880)
(1 719)

400
(900)
(1,813)

4,800
(12,535)
(34,063)

400
(940)
(1,828)

(4,829)

(5,681)

(7,212)

(3,752)

(2,199)

(2,368)

(2,313)

(41,798)

28,121
7,030

(5,071)
(1,268)

(8,072)
(2,018)

(202)
(50)

1,351
338

(1,758)
(489)

(6,113)
(1,479)

66,952
16,738

$ 21,091

$ (3,803)

$ (6,054)

(152)

$ 1,013

$ (1,269)

$ (4,634)

October

November

December

January

February

March

April

Total

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 2,000
1,200
1,500
470
1,200
1,100
700
1,000
700
500
200

$ 24,000
14,400
18,000
5,640
14,400
13,200
8,400
12,000
8,400
6,000
2,400

$10,570

$10,570

$10,570

$10,570

$10,570

$10,570

$10,570

$126,840

$

$

50,214

19X4
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Atlas Manufacturing Corporation
Schedule of Projected Selling and General Expenses
for the year ending April 30, 19X4
19X3
May

June

July

August

September

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

Total— New York
Entertainment and travel
Auto expenses
Auto depreciation
Other selling expenses

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

Total selling expenses

$11,450

$11,450

$11,450

$11,450

$11,450

General expenses (3)
Officers’ salaries
Office salaries
Payroll taxes (4)
Accounting
Losses on bad accounts (5)
Contributions
Dues and subscriptions
Employee benefits
Legal
Miscellaneous
Office supplies
Postage
Telephone

$ 4,500
3,800
830
350
600
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
900
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
930
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
930
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
1,500
100
100
500
150
200
300
100
250

$11,780

$12,080

$12,110

$12,110

$12,680

Selling expenses (3)
New York showroom
Salaries
Payroll taxes (4)
Rent, utilities
Telephone
Office supplies
Postage
Insurance

Total general expenses
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19X4
October

November

December

January

February

March

April

Total

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 6,000
600
1,000
800
150
100
600

$ 72,000
7,200
12,000
9,600
1,800
1,200
7,200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

9,250
1,500
300
200
200

111,000
18,000
3,600
2,400
2,400

$11,450

$11,450

$11,450

$11,450

$11,450

$11,450

$11,450

$137,400

$ 4,500
3,800
830
350
1,350
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
690
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
660
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
750
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
750
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
690
100
100
500
150
200
300
100
250

$ 4,500
3,800
830
350
600
100
100
500
150
200
300
100
250

$ 54,000
45,600
9,960
4,200
10,350
1,200
1,200
6,000
1,800
2,400
3,600
1,200
3,000

$12,530

$11,870

$11,840

$11,930

$11,930

$11,870

$11,780

$144,510
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Atlas Manufacturing Corporation
Statement of Projected Cash Flow
for the year ending April 30, 19X4
19X3

Funds to be provided
From operations
Net income (loss)
Depreciation
Decrease (increase) in
Accounts receivable (10)
Inventories
Increase (decrease) in
Accounts payable (13)
Notes payable— vendors (11)
Accrued expenses
Provision for income tax (9)
Total funds from operations
Additions to long-term loan
Total funds to be provided
Funds to be applied
For production equipment
For leasehold improvements
For principal payments on
Notes payable to officers (12)
Long-term loans (15)
Total funds to be applied

May

June

July

August

Sep
tember

$ (4,352)
700

$ 7,592
700

$ 7,296
700

$ 6,431
700

$ 27,055
700

(18,950)
(5,000)

(39,000)
(7,500)

(40,500)
(15,000)

(47,250)
(15,000)

(103,500)
28,500

(83,176)
77,160
0
0

2,500
(15,000)
0
1,080

17,500
(15,000)
0
2,432

15,000
(15,000)
0
2,144

7,500
(15,000)
0
9,018

(33,618)
0

(49,628)
0

(42,572)
75,000

(52,975)
0

(45,727)
0

(33,618)

(49,628)

32,428

(52,975)

(45,727)

0
0

0
0

32,000
27,000

0
0

0
0

3,000
3,100

3,000
3,000

3,000
16,000

0
1,250

0
1,250

6,100

6,000

78,000

1,250

1,250

Excess (deficit) in funds provided
Beginning cash balance

(39,718)
6,444

(55,628)
16,726

(45,572)
11,098

(54,225)
20,526

(46,977)
16,301

Cash excess (deficiency)
Short-term loan activity (16)
Additions
Repayments

(33,274)

(38,902)

(34,474)

(33,699)

(30,676)

50,000
0

50,000
0

55,000
0

50,000
0

50,000
0

Ending cash balance

$16,726

$11,098

$20,526

$16,301

$ 19,324
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19X4
October

No
vember

$21,091
700

$ (3,803)
700

De
cember

$

January

(6,054)
700
178,000
0

$

(152)
700
63,500
0

February

March

April

Total

$ 1,013
700

$ (1,269)
700

$ (4,634)
700

$ 50,214
8,400

(4,500)
0

6,000
0

12,000
0

(32,450)
0

(74,250)
14,000

36,000
0

0
(15,000)
0
7,030

(7,500)
(15,000)
0
(1,268)

(7,500)
0
0
(2,018)

(7,500)
0
0
(50)

(5,000)
0
0
338

(5,000)
0
0
(489)

(10,000)
0
532
(1,479)

(83,176)
(12,840)
532
16,738

(46,429)
0

9,129
0

163,128
0

56,498
0

(7,449)
0

(58)
0

(2,881)
0

(52,582)
75,000

(46,429)

9,129

163,128

56,498

(7,449)

(58)

(2,881)

22,418

0
0

0
0

0
0

0
0

0
0

0
0

0
0

32,000
27,000

0
1,250

0
1,250

0
1,250

0
1,250

0
1,250

0
1,250

0
1,250

9,000
33,350

1,250

1,250

1,250

1,250

1,250

1,250

1,250

101,350

(1,308)
12,951

(4,131)
11,643

(78,932)
6,444
(72,488)

(47,679)
19,324

7,879
11,645

161,878
19,524

55,248
11,402

(8,699)
11,650

(28,355)

19,524

181,402

66,650

2,951

11,643

7,512

40,000
0

0
0

0
170,000

0
55,000

10,000
0

0
0

10,000
0

315,000
225,000

$11,645

$19,524

$ 11,402

$11,650

$12,951

$11,643

$17,512

$ 17,512
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Atlas Manufacturing Corporation
Projected Balance Sheets
for the year ending April 30, 19X4
19X3
April
Assets
Current assets
Cash
Accounts receivable— net (10)
Inventories
Prepaid expenses
Total current assets
Property, plant, and equipment
Machinery and equipment
Furniture and fixtures
Leasehold improvements
Automobiles
Less accumulated depreciation

Other assets
Security deposits
Total assets
Liabilities and shareholders’ equity
Current liabilities
Notes payable— vendors (11)
Accounts payable (13, 14)
Note payable— credit line (16)
Current portion long-term debt
(15)
Note payable—officer (12)
Accrued expenses
Provision for income taxes (9)
Total current liabilities
Long-term liabilities (15)
Note payable— bank
Less current portion— above
Total long-term liabilities
Shareholders’ equity
Common stock
Paid-in capital
Retained earnings
Total shareholders' equity
Total liabilities and shareholders’
equity
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$

May

June

duly

August

6,444
62,050
129,655
700

$ 16,726
81,000
134,655
700

$ 11,098
120,000
142,155
700

$ 20,526
160,500
157,155
700

$ 16,301
207,750
172,155
700

198,849

233,081

273,953

338,881

396,906

26,643
28,935
12,438
10,972

26,643
28,935
12,438
10,972

26,643
28,935
12,438
10,972

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

78,988
35,194

78,988
35,894

78,988
36,594

137,988
37,294

137,988
37,994

43,794

43,094

42,394

100,694

99,994

1,774

1,774

1,774

1,774

1,774

$244,417

$277,949

$318,121

$441,349

$498,674

$ 12,840
105,876
0

$ 90,000
22,700
50,000

$ 75,000
25,200
100,000

$ 60,000
42,700
155,000

$ 45.000
57,700
205,000

22,100
9,000
6,025
0

19,000
6,000
6,025
0

16,000
3,000
6,025
1,080

15,000
0
6,025
3,512

15,000
0
6,025
5,656

155,841

193,725

226,305

282,237

334,381

22,100
22,100

19,000
19,000

16,000
16,000

75,000
15,000

73,750
15,000

0

0

0

60,000

58,750

15,000
71,173
2,403

15,000
71,173
(1,949)

15,000
71,173
5,643

15,000
71,173
12,939

15,000
71,173
19,370

88,576

84,224

91,816

99,112

105,543

$244,417

$277,949

$318,121

$441,349

$498,674

19X4
Sep
tember

October

No
vember

De
cember

January

February

March

$ 19,324
311,250
143,655
700

$ 11,645
385,500
129,655
700

$ 19,524
349,500
129,655
700

$ 11,402
171,500
129,655
700

$ 11,650
108,000
129,655
700

$ 12,951
112,500
129,655
700

$ 11,643
106,500
129,655
700

$ 17,512
94,500
129,655
700

474,929

527,500

499,379

313,257

250,005

255,806

248,498

242,367

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

58,643
55,935
12,438
10,972

137,988
38,694

137,988
39,394

137,988
40,094

137,988
40,794

137,988
41,494

137,988
42,194

137,988
42,894

137,988
43,594

99,294

98,594

97,894

97,194

96,494

95,794

95,094

94,394

April

1,774

1,774

1,774

1,774

1,774

1,774

1,774

1,774

$575,997

$627,868

$599,047

$412,225

$348,273

$353,374

$345,366

$338,535

$ 30,000
65,200
255,000

$ 15,000
65,200
295,000

15,000
0
6,025
14,674

15,000
0
6,025
21,704

15,000
0
6,025
20,436

15,000
0
6,025
18,418

15,000
0
6,025
18,368

15,000
0
6,025
18,706

15,000
0
6,025
18,217

15,000
0
6,557
16,738

385,899

417,929

394,161

214,643

152,093

157,431

151,942

150,995

72,500
15,000

71,250
15,000

70,000
15,000

68,750
15,000

67,500
15,000

66,250
15,000

65,000
15,000

63,750
15,000

57,500

56,250

55,000

53,750

52,500

51,250

50,000

48,750

15,000
71,173
46,425

15,000
71,173
67,516

15,000
71,173
63,713

15,000
71,173
57,659

15,000
71,173
57,507

15,000
71,173
58,520

15,000
71,173
57,251

15,000
71,173
52,617

132,598

153,689

149,886

143,832

143,680

144,693

143,424

138,790

$575,997

$627,868

$599,047

$412,225

$348,273

$353,374

$345,366

$338,535

$

0
57,700
295,000

$

0
50,200
125,000

$

0
42,700
70,000

$

0
37,700
80,000

$

0
32,700
80,000

$

0
22,700
90,000
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